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On Sept. 10, the Finance Ministry announced plans to auction $1.5 billion in bonds as part of its
debt-equity swap program. Some of the bonds will go toward reducing commercial bank debt
restructured in February. Others will go toward facilitating privatization of state-owned companies.
Under the restructuring agreement, some 460 creditor banks holding $48.5 billion in Mexican debt
agreed to a three-option debt reduction plan. The options include: exchange the Mexican debt for
bonds with a fixed interest rate of 6.25%; make new loans equal to a fourth of their outstanding
medium- and long-term debt; or swap the debt for bonds giving Mexico a 35% reduction in debt
principal. Debt-equity swaps were suspended in late 1988 results of fears of fueling inflation. In
March this year, after the government announced resumption of the program, the ministry stated
that new bonds would eliminate inflationary effects of the previous swaps. The ministry established
a Sept. 24 deadline for proposals for infrastructure projects to be included in the swap. According
to Deputy Finance Minister Jose Angel Gurria, in the July auction, the government exchanged $1
billion of debt for bonds. Among 150 eligible proposed projects received, only 22 obtained the right
to participate. A total of $3.5 billion of the foreign debt had been approved for the swap program
from 1989 to 1992. Bidders interested in participating in the auction must deposit a letter of credit
in the name of the Mexican Treasury for an amount equal to 1% of the face value of the debt to be
canceled. The letters of credit will be returned to unsuccessful bidders. (Basic data from Notimex,
AFP, 09/10/90)
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